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PREFACE 


This report releases some of the work done by this Department in interpret- 
ing the 1947 business outlook for Canada. One of the most important deter- 
minants of the level of business at any time is the volume of investment being 
undertaken by business (and by government). Business management, when 
planning construction or new installations, has to look ahead and gauge as 
accurately as it can, the prospects of its own industry and its own firm. This 
it does by taking account of export prospects, of home consumption, of returns, 
costs, taxes and all the other conditions that affect present and prospective 
profits, and that therefore determine whether a given piece of new investment is 
likely to be worthwhile or not. In planning new investment, especially durable 
investments like new factories or machines, management has to try to estimate 
the probable returns and prospects over a good many years ahead. This report 
attempts to summarize the investment intentions and related expenditures of 
Canadian business (excluding direct government) for the calendar year 1947, 
and as such it reflects the judgment of business enterprise on prospects not 
merely for 1947, but for some time later. 


The report is based on a survey made of some 12,000 firms, the firms having 
been asked to state separately, their intended capital expenditures and their 
intended repair and maintenance expenditures in 1947. Capital expenditures 
include the aggregate outlay for additions, replacements and major alterations 
to all structures and equipment. Repair and maintenance expenditures include 
all outlay for upkeep of structures and equipment charged during the year to 
repair and maintenance account. Business groups covered by the survey include 
manufacturing, mining, logging, utilities (including all forms of transportation), 
Bee eC HOn, banking, and large segments of the retail, wholesale and service 
industries. 


The capital expenditures intended by business enterprises of all kinds in 
1947, together with residential and institutional construction, appear to involve 
an outlay which would, if realized, exceed accomplishments in 1946 by about 
53 per cent. But since the intended expenditures for repairs and maintenance 
in 1947 show little change over last year, the total expenditures proposed would, 
if achieved, exceed the 1946 outlay by some 34 per cent. These large capital 
and repair expenditures reflect the circumstances peculiar to the transition 
period and may not continue at this high rate once the deferred demands for 
consumer and capital goods have been met. 


The realization of this program, unless materially affected by adverse econ- 
omic developments either at home or abroad, will to a large extent depend on the 
ability of producers of basic and building materials to provide adequate supplies 
of the materials essential to the execution of the investment program. Accord- 
ingly an analysis of the probable supplies of basic and building materials in 1947 
has also been prepared by this Branch. The results of that study indicate 
production increases for most items varying between 10 and 30 per cent. (See 
“Production of Basic and Building Materials in Canada, Outlook, 1947”.) In 
spite of promised improvements in the supply of building materials, business is 
likely to experience in 1947, as in the previous year, some difficulties in carrying 
out its investment plans. 


A report covering investment intentions in 1946 was released by this Branch 
late in that year. But in order to be of service to industry, to Government, 
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and to students of business activity, the report has to be released early in the 
year. The co-operation of business enterprise in providing us with prompt 
information has made it possible for us to release this statement of the 1947 
intentions early in the year. 


The report shows the investment intentions of business for the calendar 
year 1947, with comparative data for the years 1945 and 1946. The returns of 
the actual investment made by all firms in 1946 are not yet available in detail 
to the Government, but this Branch has made a sample survey of the investment 
actually achieved in 1946. Thus comparisons can be made between 1947 and 
1946 intentions, and between 1947 intentions and the 1946 achievement. These 
figures are shown also for certain regions, thus accounting for the bulkiness of 
the tabular material in Section IT. | 


The factual information in this report was obtained from questionnaires 
circularized among business enterprises in Canada by the Dominion Bureau of 
Statistics, which assisted also in the assembling of the data gathered. The 
report was prepared by Mr. V. J. Macklin and Mr. M. J. Mahoney, of the 


_ Economic Research Branch, Department of Reconstruction and Supply. 


STEWART BATES, 


Acting Director-General, Economic Research Branch, 
Department of Reconstruction and Supply. 
OTTAWA, 


March, 1947. 
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PART I. INVESTMENT FORECAST FOR 1947 


1. Capital Expenditures in Recent Years 


During past decades, investment in capital goods underwent great expansion 
during prosperity years. Investment in Canada in physical durable assets 
(excluding direct government outlay) rose sharply during the boom of the late 
1920’s and reached $1-1 billions in 1929. By 1933, expenditures of this type had 
declined to $218 millions. They then turned upward, reaching $632 millions in 
1937, followed by a moderate reduction in the next two years. In 1939, non- 
governmental investment in physical durable assets comprised 9 per cent of the 
Gross National Product of $5-5 billions achieved in that year. 


In the years following 1939, production and national income expanded 
rapidly as a result of wartime conditions. There was a consequent impetus 
to capital-goods investment, not only in munitions and related industries, but 
in other fields where the war-induced increase in the national income raised 
production substantially above that of the pre-war years. However, the large- 
scale war requirements for basic materials kept the production of capital goods 
to the minimum necessary for the successful prosecution of the war. Conse- 
quently, an accumulation of needs for capital goods took place among the 

industries less essential for war. 


In spite of this postponement of capital formation, the requirements for war 
production alone necessitated a large investment program, particularly during 
the early years of the war. Investment in physical durable assets by the non- 
governmental sector of the economy stood at $842 millions in 1941, and receded 
to but moderately lower levels for the next three years. With the end of the war 
the demand for capital goods was accentuated not only by the accumulation of 
replacement needs, but also because of the requirements of an expanded and 
altered peacetime market. These extensive demands could not be filled 
immediately. Time was required for the necessary reorganization of the 
nation’s productive facilities. _Reconversion of industry which had commenced 
before V-E Day was speeded up with the conclusion of the war in August, 1945. 
In the transition period that followed, plans were made for re-equipment, 
modernization and expansion of industry to meet civilian needs. It is against 
this background of readjustment of Canadian industry from war to peace that 
the forecast of capital expenditure for the calendar year 1947, presented with 
comparable statistics for 1945 and 1946, should be interpreted. 


The next section discusses the intended investment in capital goods and the 
following section deals with capital, repair and maintenance expenditures 
combined. 


2. Forecast of Capital Expenditures in 1947 


By a special survey (see Appendices for details), the 1947 investment 
programs of a major portion of business enterprise have been obtained. Accord- 
ing to the results of the survey, aggregate new capital expenditures amounting 
to $1,034 millions are planned by these business groups for 1947 (see Summary 
Table 1—Item 6). This total (covering the surveyed group only) represents 
an increase of 70 per cent over the estimated value of investment actually 
achieved during 1946. The most marked expansion appears likely to take place 
in the mining industry, where the expected outlay is several times that of the 
previous year. In utilities the investment planned for 1947 is nearly twice that 
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accomplished in 1946. A substantial increase, 73 per cent, is also indicated for 
the construction industry, and for a number of commercial groups covered in the 
survey. In spite of some decline of output and employment in manufacturing 
following the conclusion of the war, good business prospects for 1947 are inducing 
this important group of industries to plan an investment program 48 per cent 
greater than that undertaken in 1946. Woods operations alone of the principal 
groups covered have indicated a moderate decline in the expected value of 
investment during the coming year. 


For those private sectors not included in the survey, independent estimates 
have been made of what might be considered reasonable objectives for the year, 
taking into account the availability of materials and other relevant considerations. 
Adding this estimate to the amounts provided by the above survey, there results 
a total of $1,739 millions which approximates the aggregate demand in 1947 for 
new physical durable assets (excluding the governmental sector of the economy). 
This amount is 53 per cent above the corresponding outlay achieved during 1946. 
An investment program of this magnitude reflects not only the need for replace- 
ment, modernization and expansion of industry, but also a healthy optimism 
about economic development in the future on the part of business enterprise. 
The expansion indicated, however, is so substantial over a short period of time 
that the question arises as to the desirability of a sharp increase in investment 
activity that may be followed by a serious decline once market prospects lose 
their present buoyancy. 


The substantially increased volume of capital expenditures, represented by 
this investment program immediately raises a question as to the likelihood of 
its full realization. The 1946 experience, as shown by reports from some 375 
leading companies in Canada, indicates that the investment actually achieved - 
during the year amounted to 75 per cent of that forecast by these companies 
early in the year. Anticipated repair and maintenance expenditures were fully 
achieved, resulting in an 86 per cent realization of total capital repair and 
maintenance expenditures. It is apparent that a major factor contributing to 
the incomplete realization of the forecast of new investment in 1946 was the 
shortage of building and other basic materials and of components associated 
with reconversion. Some 1946 intentions were frustrated also by industrial 
disputes that, in their entirety, could scarcely have been foreseen when the 
individual forecasts were made. Accordingly in 1946, the first year in which this 
enquiry was made, there is no evidence to suggest that the reporting businesses 
had inflated their investment intentions when making their statistical returns. 
The magnitude of the 1947 investment intentions may reflect therefore the 
attempt to hasten the new capital expenditures delayed by the war, in addition 
to the new capital expenditures normally associated with a boom of this kind. 


With respect to probable realization in 1947 another survey recently con- 
ducted shows that producers of the principal basic and building materials expect 
during 1947 to increase their aggregate production by amounts varying generally 
from 10 to 30 per cent over the 1946 levels.“ It seems probable that this 
increased domestic output will be supplemented by larger imports of some 
supplies customarily obtained from abroad. A moderate increase in the supply 
of certain “‘key’”’ materials may permit a more than proportionate increase in 
aggregate investment, particularly when allowance is made for the substitution 
of materials that may occur in some instances. It is unlikely, however, that the 
available volume of supplies, though considerably improved over the previous 
year, will be sufficient physically to support an overall increase of 53 per cent in 
the intended volume of business investment in 1947. Scarcity of labour skills, 
particularly in the construction industry, may constitute a further hindrance to 
the realization of the investment intentions. On the other hand anticipated 


@) Basic and Ces Material Production in Canada, Outlook, 1947. Department of Reconstruction and Supply, 
Ottawa, March, 1947. 
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SUMMARY TABLE 1.—NEW INVESTMENT IN DURABLE PHYSICAL ASSETS 
(EXCLUDING DIRECT GOVERNMENT), CANADA, 1945 TO 1947 


; 945 1946 : 1947 
(preliminary| (estimate 
— Type of Enterprise actual) actual) (forecast) 
Oo. | | 
Amount Amount Amount 
$ millions | $ millions | $ millions 
Dre ek ADOT OR 2 itr, Besa cata ctalatsh ESS diatee'nu, y eMule Selene ease 171 300 443 
ee NNLEUL OM ee eee MEUM cl ar ke vay ee ery ued crate a ted 15 14 47 
BoA | VMOU ICIS CVE E ETA ee oe cise sd al, Mh up.is oleae i esaka al dara UE a2 16 21 17 
ype He et Lo: are couateagna igat B ealecaee alae AM aadalaeg Sal dei 8 (ic fl id blag Me i 117 217 432 
5 |Construction industry and commercial groups covered in 
BUT ee sa $A RT oilisit: Re koted:. vucee umes we 30 56 95 
6  |Total business enterprise covered in survey (Items 1 to 5) 349 608 1,034 
| Remaining commercial groups®) and agriculture (excludin 
[SL SCS BE je at Plaga als SR Se. «4s RN Ea ee 167 215 258 
8  |Total of all business enterprise other than residential real 
estauex(icems 6 and: 7) iu. oj ces ee cette a heu des 516 823 1, 292 
9 {Institutions and residential buildings®)................... 226 312. | 447 


10 |Total investment in durable physical assets (excluding 
direct government) (Items 8 and 9).................. 742 1,135 | 1,739 


_© Includes construction companies, banks, warehousing, wholesale establishments, chain retail stores (including 
chain restaurants, chain service stations, etc.), department stores, laundry and dry cleaning establishments and theatres. 


(2) Includes independent stores, hotels, garages, office buildings, recreation halls and all other commercial establish- 
ments not covered in Item 5. 


3) Includes residential construction by Wartime Housing Ltd. 


repair and maintenance expenditures which make competing demands for build- 
ing materials and skilled labour, appear to be not much larger in 1947 than those 
made in 1946. Thus most of the increase in the supply of building materials is 
likely to go into new investment. Taking account of all these factors, it still 
appears that in 1947, as in the previous year, business enterprises will find it 
difficult to realize fully their investment intentions as indicated by their early- 
year plans. 


Although some of the intentions may not be realized during 1947, it is 
nevertheless likely that the business investment program will involve an increased 
portion of the nation’s productive facilities and will contribute correspondingly 
to the maintenance of a high level of national income and employment. 


Many conditions apart from the above-mentioned physical limits, may 
arise during the year to defeat the intentions. The actual investment made 
by a firm may exceed or fall short of the initial, stated intentions, and in some 
instances the discrepancy between intention and realization may prove to be 
large. As time passes, and if these surveys are continued, the degree of dis- 
crepancies between investment intentions and actual outlays will become evident, 
and they will differ between industries (and therefore areas) according to the 
complex of conditions that has operated from year to year. In interpreting the 
gross totals, or in making comparisons between industries (or areas), careful 
attention must be given to the conditions that cause intentions to be breached 
or observed—changes in export or domestic prospects, changes in prices or costs 
that reduce profit prospects and so on through all factors that have a bearing 
on the future economic situation. 


3. Forecast of Capital, Along with Repair and Maintenance Expenditures for 1947 


In Summary Table 2 repair and maintenance expenditures have been added 
to new capital expenditures to show the aggregate outlay on replacements, 
additions, and upkeep, of capital goods for those business groups covered in the 
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SUMMARY TABLE 2.—CAPITAL, REPAIR AND MAINTENANCE EXPENDITURES OF 
BUSINESS ENTERPRISES COVERED BY THE SURVEY, BY TYPE 
OF ENTERPRISE, CANADA, 1945 TO 1947 


Type of Enterprise 


1945 (pre- 1946 


liminary | (estimated 1947 
actual) actual) (forecast) 
Amount Amount Amount 


$ thousands | $ thousands | $ thousands 


ee poe) ee 


LINING Sacto ee a SES Ue eet s cee (eg eI eee a nes 


Woods operattonssh. che Ry sures iio. saline « spams, o basis 


Litiliies aime cae eh eer eee Cob lade yan eae 


Capital 
Repair 
Total 


Capital 
Repair 
Total 


Capital 
Repair 
Total 


Capital 
Repair 
Total 


Commercial and Construction Industry™........ Capital 


TLotal fem tosh ds 0 'sitec+ elk asec evine See ye 


Repair 
Total 


Capital 
Repair 
Total 


171, 183 299, 758 442,700 
213,447 213, 028 194, 400 
384, 630 512, 786 637, 100 
14,971 13, 632 47,431 
31, 282 17,757 35,011 
46, 253 31,389 82,442 
15, 565 20,890 16, 829 
5,371 19,926 8, 602 
20, 936 40,816 25,431 
117, 427 216, 843 431,977 
325, 837 276, 524 330, 597 
443, 264 493, 367 762,574 
30, 000 55, 500 94, 620 
37,000 38, 500 40,750 
67,000 94, 000 135,370 | 


349, 146 606, 623 1,033, 557 
612, 937 565, 735 609, 360 
962,083 | 1,172,358 | 1,642,917 


© Ineludes construction companies, banks, warehousing, wholesale establishments, chain retail stores (including 
chain restaurants, chain service stations, etc.), department stores, laundry and dry cleaning establishments and 
Excludes independent stores, hotels, garages, office buildings and recreation halls. 


theatres. 


SUMMARY TABLE 3.—CAPITAL, REPAIR AND MAINTENANCE EXPENDITURES OF 
BUSINESS ENTERPRISES COVERED BY THE SURVEY, BY TYPE 
OF EXPENDITURE, CANADA, 1945 TO 1947 


Item 


OQ bt ke 


Type of Expenditure 


Capital Expenditures— 


Constuiebion)..s. Manan ws He 2. erste byte erdeees 
Machinery. and eG Qipmente:...i eas det » arecer ede & 
Sab-torsimarems Land 2) 00) be Bis eee ter wins 


Repair and Maintenance Expenditures— 


1945 (pre- 1946 


liminary | (estimated 7 
actual) actual) (forecast) 
Amount Amount Amount 


$ thousands | $thousands| $ thousands 


174, 572 247, 6384 364, 765 
174, 574 358, 989 668, 792 
349, 146 606, 623 1,033, 557 


Constanebions Beta ate yh, ihe co bie tk oma ete Oe a een 244, 466 212,321 
Machinery and, equipments)... des sieeve oc dine ou iain ctlee en ne 821, 269 397, 039 
DUDSCOUa UC EMEMIS 4 ANC ID) a o.l ule oe an 4 odes ce eee 612, 937 565, 735 609, 360 
Capital, Repair and Maintenance Expenditures— ; 
Gopstructidnia 11 }4 baecccestnsewt aesaniatiaese tee eee ee 492, 100 577, 086 
MachineryAnd ,Qq ua Gite vetcasie ately aie ath avseueeiiens als « statece epee 680, 258 1, 065, 831 


otal (items 3 and’ 6). ow .2'5-. eas anes ieee te 


962,083 | 1,172,358 1,642,917 
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1947 survey. Since the production of new capital goods, and the repair and 
maintenance of existing ones generally, have to be supplied from the same basic 
productive facilities, the total figure provides an indication of the total demands 
that may be placed on the capital-goods industries and labour. 


Repair and maintenance expenditures anticipated by business enterprise 
for 1947 are, in aggregate, but slightly above the actual outlay made during 1946. 
Allowing for new investment as well as repair and maintenance, expenditures 
anticipated for 1947 are 40 per cent above the level achieved in 1946, a somewhat 
lower percentage increase than applies to capital outlay, taken separately, for 
the same group of industries. 


While the survey provides the above result, account has to be taken of those 
parts of the economy that were not surveyed, in order to estimate the total 
expenditures (new investment, repair and maintenance) of all Canadian business. 
On the assumption that anticipated repair and maintenance expenditures in 
those groups not covered by the survey bear the same relationship to 1946 outlay 
as in those groups covered by the survey, the aggregate contemplated capital 
repair and maintenance expenditures for all business enterprise (excluding direct 
government) would be about 34 per cent above the actual outlay for 1946. 


Summary Table 3 provides a division between construction and machinery 
and equipment of the anticipated capital, repair and maintenance expenditures 
in those business groups covered by the survey. 


4. Capital, Repair and Maintenance Expenditures by Regions and Greater Cities 

Summary Table 4 shows the 1947 forecast of capital and of repair and 
maintenance expenditures on a regional basis with comparable data for the two 
previous years (covering those business: groups for which expenditures are 
available regionally.) Similar data applicable to manufacturing only are 
provided in Summary Table 5 for six principal industrial cities. 


SUMMARY TABLE 4.—CAPITAL REPAIR AND MAINTENANCE EXPENDITURES 
FOR GROUPS DIVISIBLE BY REGIONS®, CANADA, 1945 TO 1947 


1945 (pre- 1946 47 
liminary |( estimated f t 
actual) actual) (forecast) 
Region ——_— |} | —_____——- 
Amount Amount Amount 
$ thousands | $ thousands | $ thousands 
SERIES ROMMe MRe inher. Wana. bia ee ee mae oe hela Capital 11, 964 18, 654 34, 088 
Repair 22,279 18, 702 20, 074 
Total 34, 243 37,356 54, 162 
ERR ss Pe oe POSS as gid chewed xis no2 05 Capital 78,159 141, 580 203, 161 
Repair 80, 011 84, 329 81,322 
Total 158,170 225,909 284, 483 
MEE MC a ce MOUs tet ee rent cies vs Soon Aataas 80s be 8 Capital 115, 936 208,976 357, 180 
Repair 152, 823 side 170, 643 
Total 268, 759 346, 348 527, 823 
NERS tri On eS, hare oe. vim Mecca ewe Bape arele AA & Capital 24,195 28, 280 61, 139 
Repair 25,328 22,715 23, 349 
Total 49,523 50, 995 84, 488 
MMSE COC HLCITNS CAME Gig Gla. Sen shea God Rie eG adion ow talelat eters 6 eaves Capital 24,319 52, 682 82,996 
Repair 38, 062 42,422 32, 506 
Total 62,381 95, 104 115, 502 
CONES Chet 9 0) Og SR Pas Arh Capital 254, 573 450, 172 738, 564 | 
Repair 318, 503 305, 540 237, 894 
Total 573, 076 755,012 1, 066, 458 


Q) These include manufacturing, mining, woods operations, central electric stations, telephones and electric railways. 
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SUMMARY TABLE 5.—CAPITAL, REPAIR AND MAINTENANCE EXPENDITURES 
IN MANUFACTURING IN GREATER CITIES, 1945 TO 1947 


ee (pre- 1946 

iminary estimate 

Recion actual) actual) (forecast) 

Amount Amount Amount 
$ thousands |$thousands | $ thousands 

Montreal oe retnk cick e vee es Rina GOs anc, 2, Sane ee Capital 21,191 44,112 69, 330 
Repair 28, 506 26, 684 23, 697 
Total 49, 697 70,796 93,027 

sRaronto PRL be. 0) AREER, iS TE. Pe Capital 21,617 54, 648 69, 833 
Repair 23,109 25,413 23,091 
Total 44,726 80, 056 92,924 

Hamialton ts bos cis ot Ao teee eee eh ees PIER Capital 12, 652 15,323 22,365 
Repair 15, 633 Ab Ayal 8,421 
Total 28, 285 28, 094 30, 786 

Witenes 6 2 ee ai SE wie haa gaeaas Capital 6, 705 6,578 15, 603 
Repair 9,995 6, 846 9,993 
Total 16, 700 13, 424 25, 593 

Winrisper 21% SRE SU UES, 2 EES Capital 2,412 3, 675 55a! 
Repair 3,879 3,651 4,106 
Total 6, 291 7 .o20 9, 643 

Vancouver: eet yay, Ree RS ee Capital 6, 637 12, 642 13,813 
Repair 10, 820 6,021 5,424 
Total 17, 457 18, 663 19, 237 + 

LOLELOLK LUA « snidsietonnee ca ertie \ erire bie Ausune Cami. omnes Capital 71, 214 136,973 196, 481- 

Repair 91,942 81,386 74, 732 


Total 163, 156 218, 359 271, 213 
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APPENDIX I. THE INVESTMENT CONCEPT 


Definition of Capital, Reparr and Maintenance Expenditures 


The survey of business intentions forming the basis of this report involves 
the separation from other business costs, first, of capital expenditures and, 
secondly, of repair and maintenance expenditures, each subdivided into outlay 
for plant and other structures and for machinery and equipment. These types 
of expenditures are defined to facilitate the analysis of economic behaviour in 
the country as a whole. 


Capital expenditures on durable physical assets may be defined as outlays 
which create, replace or improve buildings and other structures, machinery and 
equipment. Such expenditures are made to add to or replace productive equip- 
ment designed to render economic service in the future. At the time of acquisi- 
tion, a major expenditure is made but further capital outlay on the particular 
item generally remains small until replacement becomes necessary, or further 
addition and improvement is made. In addition to expenditures on new capital 
equipment (whether additions or replacements) and on major improvements, 
outlays are made for repair and maintenance of durable physical assets. The 
latter type of expenditure is made on a recurrent basis designed to maintain 
capital equipment over the period of time during which it is rendering economic 
‘service. The distinction between capital and repair and maintenance expendi- 
ture is real enough when the purpose for which the expenditures are made is 
taken as the determining criterion. Accounting practice has allowed for this 
fact by setting up separate accounts: ‘“‘fixed assets account”’ and ‘‘repair and 
maintenance account.’’ But the distinction between these two types of expendi- 
tures becomes less pronounced when their behaviour over a period of time is 
examined or their impact on the industry creating or servicing durable physical 
assets is assessed. 


As past experience indicates, outlays for capital assets have varied sub- 
stantially from one period of time to another because the durability of these 
assets made it possible to postpone or accelerate expenditures for replacement, 
additions, or innovations. The behaviour of repair and maintenance expendi- 
tures on capital assets has been somewhat similar, though their variability is 
less pronounced as between the up and down swings of business. Both types of 
expenditures have differed greatly from the behaviour of consumer’s outlay 
which has undergone less violent fluctuations. 


Capital expenditure and repair and maintenance expenditures generally 
affect similar industries and trades. For example, a firm requiring a new factory 
chimney will probably buy the materials from a brick yard. When it needs to 
repair the chimney, the new materials may come from the same yard, and the 
same bricklayer who helped build the original chimney may be called in to 
repair it. In both instances, expenditures will mean orders to the same industry 
(if not to the same firm) and wage payments to the same trade. Thus capital 
expenditures differ from repair and maintenance expenditures mainly in their 
purpose and in the degree of variation, and they differ little in the nature of 
behaviour or in their impact on various industries and the labour force. 


In the survey of capital, repair and maintenance expenditures upon which 
this report is based, business enterprises are asked to report under capital 
expenditures the gross expenditures to be made on all additions, replacements 
and major alterations charged during the year to fixed assets account, including 
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purchases from persons outside the business together with the value of work 
undertaken by business with its own working force. Expenditures made for 
previously existing buildings and other structures, for used machinery and 
equipment, and for land are excluded since oulay of this type involves only the 
transfer of property and not the production of a capital asset. Under repair 
and maintenance expenditures business enterprises are asked to report the gross 
expenditures for repair and maintenance to buildings and other structures and 
to machinery and equipment charged during the year to repazr and maintenance 
account, including the value of work performed by their own workers as well as 
payments made to persons outside the business. Both for capital expenditures 
and for repair and maintenance expenditures a separation is obtained between 
outlays for buildings and other structures and outlays for machinery and 
equipment. 


Capital Expenditures as a Part of Gross National Hxpenditure 


In order to appraise the significance of data on physical durable assets with 
which this report is primarily concerned it is of value to see this item in relation 
to other parts of the Gross National Product.” 


The aggregate output of the national community may be viewed in terms 
of the income which is distributed to the factors of production from the sale of 
the product or in terms of the expenditure on the product by different segments 
of the community. These expenditures reflect the realized demand for goods 
and services which in turn creates employment and income. The national _ 
aggregate of expenditures on all final goods and services, measured by the + 
volume of sales of these goods and services, at market prices, to all sections of _ 
the community, is called Gross National Hxpenditure. These expenditures are 
made up of capital goods as well as consumer goods whether purchased directly 
by private individuals or organizations or placed at the community’s disposal 
through governments. ‘These expenditures may, of course, be classified in 
various ways but Gross National Expenditure is often considered to consist of 
personal expenditures on consumer goods and services plus Government expendi- 
tures on goods and services plus total exports of goods and services plus private 
domestic investment less total imports of goods and services which must be 
deducted in order to exclude that part of the nation’s expenditure which originates 
abroad. Or alternatively if it is desired to include all domestic investment as 
one component, capital expenditure by governments may be included with 
private capital expenditure to constitute total domestic investment. Capital 
expenditure made by business enterprise on physical durable assets makes up 
an important part of total domestic investment. 


This relationship can be further illustrated by reference to Schedule ‘‘A.”’ 
Expenditure on capital goods by all types of business enterprise both privately 
owned (Item 1) and publicly owned (Item 2) constitutes capital expenditure by 
business enterprise on physical durable assets for productive purposes (Item 3). 
Capital outlay for other than productive purposes is made by institutions 
(Item 4) and by individuals and by companies for the construction of houses 
(Item 5). If Items 3 to 5 are added, investment in durable physical assets, 
excluding direct Government investment (Item 6) is obtained. Adding direct 
Government investment in durable physical assets (Item 7) one obtains total 
investment in durable physical assets (Item 8). Combining this item with 
changes in inventories (Item 9) yields gross domestic capital formation (Item 10). 
Add to this the other expenditure components, including personal expenditure 
on consumer goods and services (Item 11) Government expenditure.on goods 
and services excluding investment (Item 12) and exports (Item 13) then subtract 
imports (Item 14) and Gross National Expenditure (Item 15) is the result. 


(@) For a discussion of the concepts involved, see Public Investment and Capital Formation, Dominion-Provincial 
Conference on Reconstruction, Ottawa, August, 1945, and National Accounts, Income and Expenditure 1938-1945, 
Dominion Bureau of Statistics, Ottawa, April, 194 
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This report is concerned specifically with the measurement of Items 1 to 6. 
The survey of business intentions covers the larger part of Items 1 and 2. The 
remainder of Items 1 to 6 comprising investment in durable physical assets 
_ excluding direct government investment are estimated for 1947 by other than 
direct survey methods. 


SCHEDULE A.—COMPONENTS OF GROSS DOMESTIC CAPITAL FORMATION 
AND OF GROSS NATIONAL EXPENDITURE 


zen . Type of Expenditure 
1 Business enterprises—privately owned (industrial, commercial, financial and agricultural) 
2 Business enterprises—publicly owned (largely public utilities) 
3 All business enterprises (Items 1 and 2) ___ 
4 Institutions (hospitals, charitable and religious institutions, etc.) 
5 Residential buildings 
6 Investment in durable physical assets excluding direct Government investment (Items 3 and 5) 
7 Direct Government investment in durable physical assets 
8 Total investment in durable physical assets (Items 6 and 7) 
9 Changes in inventories (private and public) 
10 Gross domestic capital formation (Items 8 and 9) 
11 Personal expenditure on consumer goods and services 
12 Government expenditure on goods and services, excluding investment in durable physical assets 
13 Exports of goods and services 
14 Less imports of goods and services 
15 Gross National Expenditure (Items 10 to 13 less Item 14) 


APPENDIX 2. COVERAGE AND METHOD OF SURVEY 


Coverage of Survey 


In the survey manufacturing firms reported on an establishment basis. 
In general, other groups reported on a company basis with separate estimates 
provided where necessary for each province except in the case of some trans- 
portation groups for which no area breakdowns were obtained. Within the 
business groups covered questionnaires were sent to all known companies with 
an annual gross value of production or gross revenue in excess of $50,000. On 
this basis, the firms canvassed represented close to full productive capacity in 
the principal groups. For example, manufacturing establishments with a gross 
value of output exceeding $50,000 annually produced 97 per cent of the total 
output in 1945. Of the 10,308 manufacturing establishments canvassed, 8,623 
returns were received for inclusion in the totals shown in this report. In the 
other groups, out of 3,536 companies canvassed, 2,800 returns have been received. 
On the basis of gross value of production or gross revenue in 1945 the percentage 
coverage obtained for the various industrial groups is as follows: manufacturing 
85 per cent, mining 97 per cent, woods operations 26 per cent, central electric 
stations 80 per cent, telephones 98 per cent, broadcasting 98 per cent, steam 
railways 100 per cent, electric railways 90 per cent, water transport 87 per cent, 
motor transport 61 per cent, air transport 100 per cent, construction 34 per cent, 


banking 95 per cent, wholesale establishments 46 per cent, warehousing 39 per - 


cent, department stores 80 per cent, chain retail stores, restaurants and service 
stations 77 per cent, laundry and drycleaning establishments 46 per cent and 
theatres 64 per cent. 


Estimates of expenditures by all establishments in each industrial group 
were obtained on the basis of the ratio of gross value of production in 1945 of 
all firms in the industry currently in operation, to the gross value of production 
of the reporting firms, special allowance having been made for new firms not 
covered in the survey. Thus, an estimate representing the capital and repair 
expenditure intentions of all firms in a major section of Canadian industry was 
obtained. Independent estimates of the probable volume of investment in 1947 
were prepared for those sectors of business enterprise not covered by the survey. 
In this manner an estimate of capital expenditures by all business enterprise 
has been derived (Summary Table 1—Item 8—page 7). 


Sources of Comparative Data 


Investment data referred to in Section II were obtained from ‘‘Publie 
Investment and Capital Formation” (op. cit.) for the years prior to 1939 and 
from “National Accounts, Income and Expenditure 1938-1946,’ Dominion 
Bureau of Statistics, Ottawa, February, 1947 for the years 1939-1944. Due 
largely to differences in definition, figures in the former of these two sources are 
somewhat above those given in the ‘‘National Accounts” for comparable years. 
A reconciliation of the two estimates for the year 1941 is provided on page 26 of 
‘National Accounts Income and Expenditure 1938-1945.” 


Estimates of capital and repair and maintenance expenditures for 1945 
provided in the tabular material covering the industrial groups, are based on 
compilations of capital schedules collected by the Dominion Bureau of Statistics. 
Estimates of capital, repair and maintenance expenditures made during 1946 by 
the industrial groups are based on the 1946 forecast corrected by means of a 
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sample survey of some 375 leading firms. This survey was conducted during 
December of 1946 and obtained preliminary figures on expenditures by com- 
panies for that year. In this way an early estimate of capital and repair outlay 
in 1946 has been derived for a major portion of business enterprise, while at the 
same time it provides some indication of the extent to which the expenditures, 
forecast for 1946 at the beginning of the year, were realized. The percentage 
realization of the 1946 expenditure intentions for the various industrial groups, 
together with the coverage achieved by the survey in each of these groups, is 
provided in Table 13—Part IT. 


Figures on capital expenditures made in the remaining groups during 1945 
and 1946 have been estimated from farm machinery sales, construction census 
data, value of contracts awarded, housing statistics, building materials con- 
sumption and other relevant information. 


vf nterpretation of Survey 


The survey is of business intentions, the firms reporting these intentions 
at the beginning of the year. In some instances firms may not have quite 
crystallized their complete investment program at the beginning of a year and 
may therefore be unable to state their intentions. But since capital expendi- 
tures, particularly on structures and large installations, require advance planning 
and preparation, most firms are likely to be able to give a close approximation 
to their investment intentions at the beginning of the year. The seasonality of 
Canadian construction (and transport, etc.) also suggests that the year’s plans 
are possibly made early, and that statements of these plans give a good indication 
of investment intentions for that year. The seasonality of construction, etc., 
gives rationale to the method of assessing intentions for a calendar year period: 
construction in most parts of Canada is not a continuous process, and the 
measurement of investment intentions by calendar years is therefore somewhat 
less objectionable than it would be in regions with continuous construction. 


In showing investment intentions by industries or areas, there is a definite 
limit to the details of classification that may be shown by this report. The 
details must not be such that any firm can gauge the investment intentions of 
any one competitor. 
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